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FOREWORD 


In a rapidly changing global trade 
environment, the international 
competitiveness of Canadian 
industry is the key to survival and 
growth. This Industry Profile is 
one of a series of papers which 
assess, InN a Summary form, the 
current competitiveness of 
Canada's industrial sectors, taking 
into account technological and 
other key factors, and changes 
anticipated under the Canada-U.S. 
Free Trade Agreement. Industry 
participants were consulted in the 
preparation of the papers. 

The series is being published 
as steps are being taken to create 
the new Department of Industry, 
Science and Technology from the 
consolidation of the Department 
of Regional Industrial Expansion 
and the Ministry of State for 
Science and Technology. It is my 
intention that the series will be 
updated on a regular basis and 
continue to be a product of the 
new department. | sincerely hope 
that these profiles will be 
informative to those interested in 
Canadian industrial develooment 
and serve as a basis for discussion 
of industrial trends, prospects and 
strategic directions. 
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Canada 


1. Structure and Performance 


Structure 


The metal rolling mill equipment sub-sector consists of manufacturers of 
machinery used to shape and further process both ferrous and non-ferrous metals 
(mostly steel, aluminum and copper) once they have been cast. This equipment 
is supplied to the primary metal-fabricating industry, mainly to the steel-making 
industry (e.g., rail and shape mills, pipe mills, rolls, coilers, etc.) and construction 
material manufacturers (e.g., aluminum sheeting, siding and roofing). 

The industry also includes manufacturers of welding equipment used in 
shops where metal is further processed (i.e., hand-held, portable welders) and 
industrial operations (e.g., welding lines in vehicle-assembly plants). However, 
consumables used in welding operations (e.g., welding wires, gases and fluxes) 
are not covered in this profile. Robots and machine tools are also excluded. 

Metal rolling mill equipment is the largest sub-sector in this group, 
accounting for approximately 65 percent of shipments. The welding 
equipment sub-sector accounts for 25 percent of shipments with the balance 
accounted for by metal-surface finishing (€.g., spraying, coating and plating 
equipment). The latter will not be explicity discussed in this profile. The 
statistical data cover both sub-sectors and metal-surface finishing. 

Some 55 companies (35 in metal rolling mill equipment), employing 
approximately 2500, are active in this sector. There is a strong regional 
concentration, with 80 percent of the companies located in Ontario, and the 
remainder largely in Quebec. In 1986, total shipments were estimated at 
$476 million, of which $45 million (9.5 percent) was exported. Imports 
amounted to $224 million, representing 34.2 percent of the Canadian market, 


estimated at $655 million. 


Companies are characterized by low production volumes of custom-built 
machines adapted to specific mill or line considerations. A great deal of 
engineering expertise goes into designing, building and installing the 
equipment according to specifications. Inventory levels, therefore, are kept 
to aminimum. Most manufacturers subcontract such operations as the 
precision machining and sub-assembly of parts which can be performed 
more economically by specialized suppliers. 

Larger firms in the rolling mill and welding equipment sub-sectors are 
primarily U.S. owned. However, no single company clearly dominates the 
industry. The 10 largest companies together represent approximately 
50 percent of both employment and shipments. It is estimated that 
60 percent of rolling mill equipment and as much as 80 percent of welding 
equipment originated from foreign-owned companies in 1986. Many foreign- 
owned subsidiaries started out as sales and service operations before 
becoming full-fledged manufacturers. Duty protection has been a major factor 
contributing to this transition. Other considerations, such as development of 
the Canadian market, availability of export financing, proximity to North 
American industry users (e.g., the Detroit-Windsor area), relative value of 
currencies and employee productivity, have also played a role. 
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Imports, Exports and Domestic Shipments 
1986* 


* ISTC estimate 


The international industry is composed of many 
medium to large-sized manufacturers concentrated in 
the United States, the Federal Republic of Germany 
(F.R.G.) and Japan. New technologies are developed 
in home markets for both sub-sectors. 

At the existing tariff levels, the Canadian industry 
is competitive in the domestic market for small to 
medium-sized mill equipment, where manufacturing 
capability and expertise are good. However, the large 
technologically advanced equipment segment (e.g., 
continuous casters) is largely dominated by Japanese 
and European builders, as the size of the Canadian 
market is too small to justify local manufacturing. 

The same, however, does not hold true in the 
welding equipment sub-sector, where Canadian 
production capacity is excellent throughout. 


Note: The statistics used in this profile have been 
extracted from Statistics Canada data group 4 which 
contains rolling mill and metalworking equipment, 
including welding and plating machinery. It does not 
include machine tools. 
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Performance 


From 1971 to 1976, shipments for the whole 
sector grew rapidly (24.7 percent real average annual 
growth expressed in constant 1986 dollars), largely in 
response to strong capital spending to expand the 
domestic steel industry. However, during the late 
1970s, shipments declined (-2.4 percent in real terms 
annually between 1976 and 1981) as steel producers 
cut back production in the face of considerable 
excess Capacity. Since 1981, shipments of 
equipment have been increasing strongly (at a real 
average annual growth rate of 19.1 percent) as 
suppliers benefited from significant modernization 
programs being introduced by the major Canadian 
steel producers. As a result, shipments are 
estimated to have reached $476 million in 1986. 
Manufacturers are now in a strong financial position, 
and most are operating profitably. 

From 1981 to 1986, exports declined from 
17 percent to 9.5 percent of the sector's shipments, 
and in 1986 they accounted for $45 million. This 
amount is significantly less than that for the Canadian 
machinery sector overall, which had exports totalling 
40 percent of shipments in 1986. Major export 
markets for Canadian manufacturers are the United 
States, the People's Republic of China (P.R.C.) and 
Venezuela. The United States is Canada's principal 
export market, accounting for 75 percent of exports. 
However, while U.S. imports of metal rolling mill 
equipment have steadily increased over recent years, 
the Canadian share of these imports has declined 
considerably from 16 percent in 1981, to three percent 
in 1986. 

In 1986, Canada ranked seventh as a source of 
U.S. imports of metal rolling mill equipment, behind 
Japan, Brazil, the Federal Republic of Germany, 
Sweden, the United Kingdom and Italy, in order of 
magnitude*. This agressive offshore competition in 
the U.S. market, together with a focus by Canadian 
manufacturers on the domestic market, has led to 
a decrease in import penetration of the Canadian 
market from 41 percent to 34 percent over the 
1981-86 period. 


* Source: U.S. General Imports, Schedule A, FT 135, 
U.S. Dept. of Commerce, Bureau of the Census. 
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2. Strengths and Weaknesses 


Structural Factors 

Severely depressed world markets for steel 
in the early 1980s, and the ensuing production 
overcapacity, caused steelmakers to embark on 
modernization programs aimed at improving quality 
and productivity. These programs, which have 
resulted in increased business for rolling mill 
equipment manufacturers, are expected to continue 
until the end of the decade. Welding equipment 
manufacturers have also benefited by strong 
growth in the automobile and consumer goods 
(e.g., appliances) sectors. 

In general, the rolling mill and welding 
equipment sub-sectors are strongly domestic- 
oriented as demonstrated by their high share of the 
domestic market (66 percent), and their low level of 
export orientation (9.5 percent). This dependency on 
local market conditions constrains growth potential 
over the medium to long term. The relatively small 
size of the Canadian market also inhibits investment 
in areas where significant import gaps exist, Such as 
in continuous casters and In special types of rolls. 
While the high proportion of foreign ownership 
results in low levels of research and development 
being undertaken in Canada, the custom-built nature 
of many machines, however, stimulates application 
engineering related to custom modifications. Many 
subsidiaries have a limited export mandate, with the 
U.S. market often being reserved for the parent. As 
a result, exports are limited. 

Most equipment in this sector is custom-built. 
In both the rolling mill and welding equipment sub- 
sectors, the cost structure of the Canadian industry 
is comparable to that of the U.S. industry. 

A major problem faced by Canadian 
manufacturers of heavy rolling mill equipment is 
that of competitive financing. Since the cost of the 
equipment is high, financing plays an important role, 
especially in cases where low-cost financing is 
available to competitors from countries such as 
the F.R.G. and Japan. 


Trade-related Factors 

Canada's rolling mill and welding equipment 
trade has traditionally been dependent upon 
access to the important U.S. market. Equipment 
manufacturers have enjoyed relatively easy access 
to that market and non-tariff barriers in the 
United States and other developed countries have 
not affected market accessibility. 

Tariffs on imports of equipment produced in 
these sub-sectors are 9.2 percent in Canada, 
4.9 percent in the United States, 3.4 percent 
in Japan and 4.9 percent in the European 
Community (E.C.). 
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* Based on an average for 1984, 85, 86. 1985 and 1986 
are estimates. 


In Canada, the tariff has provided some degree 
of protection to Canadian manufacturers. In those 
areas where Canadian capability does not exist, 
machinery can be imported duty-free under the 
federal Machinery Program. 

Under the Canada-U.S. Free Trade Agreement 
(FTA), remaining import duties on machines and 
machine components will be eliminated by 1993. 
The removal of restrictions on access to the United 
States for service personnel will also be beneficial. 


Technological Factors 

In both the rolling mill and welding equipment 
sub-sectors, subsidiaries of foreign companies, 
mostly American, have access to technologies 
developed by their parent companies. Consequently, 
very little R&D is done in Canada in these sub- 
sectors. Since new technologies are increasingly 
being developed in countries such as Japan and the 
F.R.G., particularly in the rolling mill sub-sector, the 
link with U.S. technology, in some cases, constrains 
the ability of Canadian subsidiaries to compete in the 
world market. 

Licensing arrangements with foreign 
manufacturers to make steel mill components 
in Canada have had some success in the past. 
However, because these licences were limited 
in scope and usually based on specific project 
requirements, they have not been renewed. The 
relatively small size of the Canadian market, the small 
number of medium-sized Canadian manufacturers 
capable of entering a technology agreement and the 
relative ease with which foreign manufacturers can 
sell directly into the Canadian market, based on 
advantageous financing, constrain additional 
licensing agreements. 
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Future opportunities are anticipated for Canadian 
firms as more and more electronics and computer- 
based controls are incorporated into various phases 
of metal-processing operations. For example, in the 
welding sub-sector, the systems approach is 
becoming widely used with the inclusion of artificial 
vision systems and robotics. 


3. Evolving Environment 


The modernization of steel mills and the 
expansion in aluminum smelting capacity in Canada 
are expected to continue through the early 1990s. 
As a result, Canadian demand for rolling mill 
equipment will continue to be strong. As more 
and more countries have industrialized and begun 
producing steel and other metals, market demand 
for equipment has shifted in favour of supply from 
countries such as Brazil and the Republic of Korea. 

In the rolling mill equipment sub-sector, 

a tendency is developing among some users, 
especially in the North American market, to install 
short-run production equipment for very specific 
applications. These machines depreciate faster and 
are less flexible, but at the same time they are less 
expensive to purchase and run. These factors are 
also a major consideration in many hard-currency- 
deficient countries. Thus, the concept of "mini-mill" 
equipment is gaining in popularity, particularly in 
industrializing countries that are net importers of 
steel and wish to upgrade their industry. 

The welding equipment sub-sector has benefited 
from a general modernization of the manufacturing 
base, and more specifically from investments in new 
and modernized facilities undertaken by automobile 
manufacturers. Future activity is expected to level 
off and perhaps decline since most of the major 
greenfield investments and modernization programs 
have been committed. 

Over the next 10 years, demand for rolling mill 
and welding equipment should experience a gradual 
decline, followed by a stable and mature market 
environment. The trend to replace steel with 
composite materials and plastics will increasingly 
have a negative effect on both sub-sectors. 

The elimination of the Canadian import tariff 
under the FTA will result in rationalization in the 
industry; consequently, some subsidiaries may 
consolidate to manufacturing in the United States. 
In the medium to long term, however, small Canadian 
firms could benefit from gradual elimination of tariffs 
and more secure access to the U.S. market. 


4. Competitiveness 
Assessment 


The Canadian rolling mill and welding equipment 
manufacturers are expected to maintain their 
competitiveness in the domestic market, where the 
demand is expected to remain high over the next 
two to three years. In the rolling mill equipment sub- 
sector, some Canadian manufacturing costs (e.g., 
labour and land) are higher than those of some 
competitors in developing countries. However, in an 
industrial niche where financing is not as important 
an issue (i.e., small to medium-sized rolling mill 
equipment), Canadian manufacturers should be able 
to compete. Manufacturers of very large and 
expensive rolling mill equipment will continue to face 
competition from manufacturers in countries such 
as Japan and the F.R.G. which have competitive 
technology and access to low-cost financing. 

In the early 1990s, following a period of 
sustained activity, the domestic market for rolling mill 
and welding equipment is expected to contract. At 
the same time, however, new markets should open 
up in countries that are developing their industrial 
infrastructure. The pursuit of these new export 
opportunities will become increasingly important 
to Canadian manufacturers. 

In addition, the development or acquisition of 
new technologies in order to maintain competitiveness 
in the medium to long term will be a significant factor 
affecting the future performance of the industry. 

The loss of tariff protection under the FTA will 
increase competitive pressures on those companies 
which are unable to produce technologically 
competitive equipment. 


For further information concerning the subject 
matter contained in this profile, contact: 


Surface Transportation and Machinery Branch 
Industry, Science and Technology Canada 
Attention: Metal Rolling Mill and 

Welding Equipment 
235 Queen Street 
Ottawa, Ontario 
K1A OH5 


(613) 954-3200 
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SIC(s) COVERED: 3199 (1980) 


1973 1982 1983 1984 iSsis "stele 


Establishments N/A N/A N/A 60 55 55 
Employment N/A N/A N/A 3 000 2 500 2 500 
Shipments ($ millions) 57. 370 336 394 453 476 


197s 1982 1983 1984 Iss SeGe 


Exports ($ millions) 19 62 45 51 58 45 
Domestic shipments ($ millions) 38 308 DO, 343 395 431 
Imports ($ millions) 43 193 145 158 185 224 
Canadian market ($ millions) 81 501 437 502 580 655 
Exports as % of shipments 33 17 13 1s 13 10 
Imports as % of domestic market bs 3g) SS! Se BY 34 
Source of imports ass Ee Asia Others 
(% of total value) 
1982 67 2H 3 3 
1983 72 15 4 2 
1984 Us 20 4 3 
1985 US 18 S 4 
1986 62 20 14 4 
Destination of exports WES: EG: Asia Others 
(% of total value) 
1982 68 a 4 (7 
1983 US 5 2D 18 
1984 87 5 1 v7 
1985 82 3 5 9 
1986 vs 5 8 12 


(continued) 
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Quebec Ontario Prairies BiG 
Eeepicnene — % of total : 20 78 1 1 | 
Employment — % of total 15) 84 0.5 0:5 
Smee — % of total 10 89 Os 0.5 
Name Ownership Location of Major Plants 
Rolling Mill Equipment 
Wean United Canada Limited American Cambridge, Ontario 
Pro-Eco Limited Canadian Mississauga, Ontario 
John T. Hepburn Limited Canadian Toronto, Ontario 
Metform International Ltd. British Mississauga, Ontario 
Uniroyal-Goodrich Canada Inc. American Kitchener, Ontario 
Welding Equipment 
Export Tool & Welding American Rexdale, Ontario 
Newcor Canada Limited American Windsor, Ontario 
F. Jos. Lamb Co. Limited American Windsor, Ontario 
Teledyne Precision Canada American Toronto, Ontario 


e Estimate 
N/A Not available 


Note: The statistics used are from Statistics Canada data group 4 which contains rolling 
mill and metalworking equipment, including welding and plating machinery. It does 
not include machine tools. 
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